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OFFICE OF REPORTS AND ESTIMATRS, CIA
FAR EAST/PACIFIC BRANCH

INTELLIGERCE HIGHLIGHTS NO. 45
28 March - 29 March 1049

SECTION I. SUMMARY OF FAR EAST TRENDS AND DEVELOPMEWTS

Reoent propapgands broadcasts to Southeast Asia have highlighted the
Chiness Communigts® intereat both in Overseas Chinese communities and in
growing neticnalism in that area (p. 2).

In Japan, the YOSHIDA Govermment hes munewwrered SCAP into ths posltion

?f ”d%racting“ that unpopular measures be incorporated in the new budpet
pa)Srp.

President Rhee has followed up his armounced intentions of last
fortnight and relieved lee Bum Suk e&s Korean Minister of Defense {p. 4).

Both Naticnelists and Comrmuniats have nemed S-man deolegations to
the Chiness peace oonference scheduled for 1 April in Peiping. The
quality of Premier HG's new cabinet, selected with the lwpending peace
conference in mind, leaves much to be desired {p. &)

The commander of the French forves in Tonkin has stated that the
French military position in northern Indoshina is precarious (p. s

Premier Phibul's failure to remove General Keoh from his position
of authorlity in the Slamese Army may presipitate renewsd disorders {po B)e

A new UN direotive to the Cormittee for Indomesis is expected ¥o
?ring)abouﬁ a preliminary conference betwesn the Dutch and Republicans
Pego

NOTE: A digest of Far Eastern comment on the Atlantic Pact éppa&ra
in Seotlion IIX,

The DATELnAL NOLALlens ussd N SUGGEESing FGCULIONS OF Lhis GoSkiy
("A", "B" or "C") indicate the importance of the items in B/FE opiniox
with "A" representing the most important.
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SECTION II. DEVELOPMENTS IN SPECIFIED AREAS

General

Chinese Communists propacandize Southsast Asia, In two significant HYorth wyw
ensi brondoasts last week, the Chinese Communist Farty (CCP) has
demenstrated incressing interest in nationslist movemsnts and Chinese
minorities in Southeast Aeia, A CCP appeal to tha Indonssiens, trans-
mitied on 21 Merch, suppested that they avail themselves of "correct
leadership” in their strugpgle for liberation and outlined the CCP formula
whereby the success achleved in China might be duplicated elsewhere in
Azias The formula’s three points, as detailed, were: (1) formation of &
tnited front within the country; {2) establishment of an international
united front with other anti-imperielist forces, particularly the USSR;
and (3) development of m strong Communist Party., The CCF broadesst
further characterized presant Republiocan leadsrs as "old bursmucrats”,
"sompradore bourgeoisie" and "fascist sloogse of the Japaness”.

At this %time, when Indonesian extremists are gainlng popular support
at the expense of Republicen moderates, such GCP propaganda might well
make 2 deep impression. Such attempts et the extension of a Communist
influence hirhlight the desirability of an immediete resteration of
' Republicen leaders o their former positions of authority (sse pa 9).

The second CCP broasdonst, on 24 March, guoted Marshal LI Chi-~ghen,
Kuomintang Tevolutionary Committee leader, sz protesting arainst "the
brutal persecution @ Overseas Chinese in Malays---by the Freonch aggreseors
in Vietnam end by the Fascist govermnments of the Philippines and Siam,"
The CCP radio went orn to threaten leaders of Overseas Chinese communities
who were still loyal tc¢ the Kuomintang, saying that unless they "immediately
stop playing the rele of fiunkies of imperielisbfaeo{they)...will receive
due punishment from the Peoples! Govermment.” In exchange for loyalty to
the CCP, Overseas Chinese were assured that the New China will rive them
strong support apainst the oppressive actions of local povernnents.

Overseas Chinese in Scutheast Asia total some nine million and their
wealth and influence is out of all proportion o their numbers. They
rarely aseimllate and their continued loyalty to China is largely non-
politieal, Control of the Overseas Chinese would be e major political
and economic asset to the CCF: "spiritunl leadership” of Sountheast Azia's
discontented notionalists would be an even greater CCP asget. Chinese
Communist properande can be expented to press sggressively towarde bhoth
goaels.,

cosaR
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Ceneral (continued)

SCAP to swep textilee for Dubsh rubber. SCAP has requested Army approval L
of a trade scheme ¥hich would increase Japanese textile exports while

adding to the US stratepic meterisls stockpile. Dubeh authorities in

Indonesie need some $80 million vorth of Japanese textiles but have only

8556 million set mside for that purpose. Additional ECA funds which could

have closed the gap have bscome unavailable as a result of the Netherlands
"police aetion," SCAP has proposed, therefors, that the US Rureau of

Federal Supply incresse its rubber purchese program in Indonesia with the

Dutch receiving Japaneee toxtiles as payment for the extra purchases.

Winile this trisngular trade system would heslp both to lessen the US

€tonomic burden in Jmpan somewhat and to inerease US rubber stockpllen,
1; would also provide the Dutch with both goods end dollars for esonomic
werfare in Indonssie. B

JAPAN

. Conservativas resist SCAP budpet proposals. Prepﬁra&ioﬁ“of'the Japaneae‘ nge

Pudget for the coming Flscel year 18 providing an indication of inoreasing
Japenese Govermment rasistance to direction from GCAP,

The YOSHIDA cabinet was committed by campeign promises to economio
measures favoring the vested conservative interests supporting the
pemocratic Libersl Party. Prominent among these aims weres abolition of

~ economic controls within the extent permitted by the nine~point economlo

propram, revision of taxation, discontinuance of the transsotion tax, and
government assistance toward Japanese recovery. On the other hand, Joseph
Dodge, SCAP’s financial advisor, believes that such measurcs cannot be

‘yeoonciled with Japan's straitened econemla conditions, SCAP's roesormendad

budpet provisions, first offered aes "sugpestion,” aroused & storm of
controversy among Demosratis Liberal leaders, especlally thass of the
ul tra-conservative fastions., Resorting to procrastination, ths Party
succesded in pubtting off a final decision on the budget until sowething
mors decisive than & "suprestion" came down: from SCAP. Lagt week, Dodge
"directed” the Japanese Government to have a budget ineornorating his
proposals prepared for presentation to the Diet by 1C Aprile

/
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JAPAR  (Cont,)

’ _ ) ‘ jomg. The Japan Communist Party
(ICP in reccn’c loca elect.xona has been trying to capitalize on the
remarkable showving nade in the Janvary national elections, when it
jumped from 4 to 35 seats In the Diet's lower house. IEmploying the same
anti=-Occupation and anti-government propaganda line and freely proedich-
ing that it would duplicate its vroviouse showing, the Party won only 4
out of 311 mmnicinal and local scats and took none of the 49 seats wvacant
in 22 prefectursl esscmblies. Thile the JCP received fully as large e
precontage of the bopular vote as in the nmational elections, they appeex
tn have been unable to concentrate their votes as successfully as in the
January elections,

bl oroun as oon withdraral. The United Nations Corrmissicn
on Korea (UHCOK huS offic:lally received a petition sigmed by 63 of the
apnroadimately 190 seated members of the National Assenbly requesting
vithdrawal of US troops from Korea. Vice~Specker Kim Yak Sco led the
ardent nationnlist petitioners who still nalvely belleve that a satis-~
factory non~Corrmnist solution for Korsan unifiecation cun be found i the
US and the USSR withdraw completely and leave the Korcans to their om
devices, His latest nmove in appealing to UNCOK to enforse US troop with-
drawal will draw bltter denounciations from Rhee and will probably inten-
g8ify Rueo's detorninetion 1o rostrict UNCOK's £reeaom of contaect with the
Korean neople,

{ ind nt Prosident Rheo, In a long=sxpected
Gabinet cmmg,e N mmad Shin Sung lo, former iinister of Home Affairs » LO
replace loe Bum Suk as Defense dnister last wesk. (Sce B/FE Usekly
#34.) leoe retained his post as Prime Uinister,

Shin Sung Uo served for. mony years as a master in the British merch-
ant marine end probably will give incressed attention to the neglected
Eorsan Const Guard, Shin is supoosed to have been a lee man vhen he
returned to Korea in 1948, but his prineipal loyalty now appsars to be ic
President Rhee vho has evidenced implieit faith in Shinvs integrity and
ability, During his Trief tenure as Home lfinister, Shin acquired the
reputation of being an able administrator and hos impressed US officials
as one of Rheets most capable Cablnet members.

The Home Ministry vacancy was filled by the former deputy, Kim Hyo
Suk, a Demoeratic Natlonalist, This move probably will satlisfy the
Hational Assembly recomnendation for a full time Defense Minister as well
as Democratic Nationalist Party demands for greater Cabinet yepresentation.
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CHINA

Peace ne;otiations to pegin on 1 April? PFollowing the appointment
of five Nationalist peace delegates Ly Acting President LI Tsung=jen's
Cabinet, the Chinese Communist Party (CCP) named its own five delegates
last week and agreed to begin peace negotiations on 1 April in Peiping.
The CCP also amnounced that its Central Committee nad approved Chair-
man MAO Tse-tung’s "eight demands” as & basis for discussions, and
notified the "Nanking reactionary government” to send with its delegates
"all pertinent data™ concerning those demands.

The leading figures of the Nationalist delegation are SHAO Li=tze,
onetime Ambassador to Moscow and CHANG Chihechung, director of Nationalist
Northwest Headquarters recently sctive in promoting a Sino=Soviet trade
agreement in Sinkiang. Both have long advocated a negotiated peace.
CHOU En-lai, a shrewd and adroit diplomat who has previously represented
the CCP in peace talks with the Nationelists and was the chief Com=
munist negotiator during General Marshall’s mediation mission,
heads the CCP delegation. LIN Pimo, whose "Northeast People'’s Liberation
Army" took Munchuris from the Nationalist Government and & ssisted in
forcing the capitulation of Tientsin and Peiping is another negotiator.
LIN, in & recent speech, reaffirmed the CCP’s intention to control
all of China, and stated that tha CCP, while welcoming the "Peiping
formula" of negotiated peace, is prepared to resort to the "Tientsin
method" of military assault. Other CCP delegates are: (1) Gen. YEH
Chien-ying, director of the Military Control Committee which rules
Peiping end former head of the CCP!s branch of Peiping Executive Head-
quarters during the Marshull mission; (2) LIN Po-chu, former Chairman
of the CCP's Shensi-Kansu-Ninghsian Border Government; and (3) LI Wei-
han, a member of the CCP delegation in Nanking during the Marshall
mission. CCP Cheirman MAO has transferred his headquarters and those
of the Central Committee to Peiping and presumably will supervise the
CCP¥s delegates.

The Nenking Government cannot possibly comply in full with MAO's
eight demands., It can comply in full, if it wishes, with five:
abrogation of the Constitution, relinquishment of the Kuominteng's
prerogatives, endorsement of Communist "agrarian reform,” cancellation
of "traitorous treaties”™ and convocation of a political consultative
conference to transfer power to a "coalition™ government. Nanking can
comply in part with two other demands: surrender of "war criminals”
and confiscation of "bureaucratic capitel] but many of the “war criminals”
and much of China‘s monetary resources arc inaccessible to the Nanking
Government. The eighth demand-=for “reorganization" of Nationalist
armies--is the cruciel one. By this, the CCP means simply the surrender
and subsequent inclusion of &ll Netionalist forces in the CCP army. Even
if the negotiators should promise to deliver the Nationalist armies for
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"reorganization," the Nanking Government d ces not have the power to
deliver any significent part of the remaining anti-Communist troops
in China. Thus the CCP will either: (1) settle for the partial com-
pliance of LI's government with its demands and thereafter move its
ermies south to begin the complete realization of all by threat; or
(2) force the negotiations tobreak down by insisting on compliance
with all demands and thercafter resume actual military operationa{

Premier HO organizes a weak "Pcuce"” cabinet; HO Ying-chin's
newly appointed cabinet, while giving the appearance of greater unity
ta LI Tsung-jen's government, is lacking in administrative competence,
although meny able administrators declined offers of cabinet posts,

Ll strengthened his regional support to a limited extent by the

inclusion of leaders of the Kwangtung and Shunsi~Suiyuen military

cliques in HO's cubinet. Among the more capable members of the new
cabinet are Ministers without portiolio CHANG Chih~chung, CHANG Chun,

and CHU Chiam~hua, all holdovers from the defunct SUN Fo cabinet, S. Y.
LiU, Governor of the Central Bank has been appointed Minister of Finance.
Although LIU is an able and honest financier he is not considered capabie
of coping with the present chastic economic situation.

That the new cabinet's chief mission, is to present a suitable
peace front in the coming negotiations with the Communists is evidenced
by appointment of FU Ping-chang, Ambassador in Moscow since 1943,
to the post of Minister of Foreign Affairs. This move reportedly
was recommended by lsading Nationalist peace delegate SHAO lLi-tze,
who has publicly denounced the Atlantic Pect as "rubbish" and urged
the Government to remove all vestiges of anti-Soviet policy and utmos=
phere and sssume a more neutral policy toward both the US and the USSR.
FU's appointment however, does not reflect a fundamental chsnge in
foreign policy, since FU is believed to have little influence with
Soviet officisals.

Meanwhile, the National Government remains dependent on actual
end potential US aid for asurvival. Premi.r HO has renewed recent
Nationalist mppeals for a sizable currency-stabilization loan, which
he declares is essential to maintain his government in power. More-
over, he has instructed the new ministers to draft plans on which requests
for other forms of economic aid can be based. Presently, HO can count
only on ECA aid, chiefly in the form of much~-needed commodities, which
may serve to prevent economic collapse in important Nationalist cities
during the neat few months, Failure to obtein greatly increased
US aid, to secure substantial Sovict support, and to achieve a peace
settlement with the Communists probaoly will bring about the complete
discrediting of Premier HO and Acting President LI and lead to the
reemergence of President CHIANG Kai-shek.

K.C. WU attempts to resign as Mayor of Shanghai: A virtual
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sad to eivil administration and a risultant period of unrest in China's
ilargest city is presaged by K.C. oU's intention to resign his mayorship-.
Despite his record as a capable administrator and unquestioned loyalty
to the National Government, WU has found his euthority diminishing
rapidly while that of General TANG ln-po, Nationalist Cormander of
the Nanking=Shanghei=iungchow urea, increases. ©Several of WU's municipal
oureau nheads have already resigned but Premier HO Ying-chin and various
local groups huve urged WU to remain. However, it is doubtful if WU
can be persusded to continue as mayor since there is little chance that
he can make o getiefactory agreement with TANG regarding the division
of authority.

Should WU's resignation be accepted he probably will be succeeded
by TANG's deputy, General CHU Shao-chou, recently Governor of Shensi,
or by another of TANG's close associates. Such a change would lead
to consolidation of military control over city affairs and to unpopular
policies regarding taxation and finance, food supply, trade, and treat-
ment of labor, as well as ection against the local peace movement to
which TANG is strongly opposed. Economic and political imstability
thereby would be greatly intensified.

WU's withdrawal {rom the Shanghei scene would not necessarily
mean his departure from national politics; he has been mentioned several
times as a successor to CHEN Cheng, present Governor of Taiwan.

Communists begin discussions on US trade: Communist Foreign Affairs
officianls in Tientsin made their first direct mpproach to American
businessmen this week when the Communists met with the President of
the Tientsin American Chamber of Commerce to discuss US controls and
tariffs on Chinese exports and imports and the possioility of US
trade on a barter vasis., This meeting indicates that the depression
in North China has probably forced the Communists to modify their
hostility toward foreign businessmen. The action also reveals the
Communists® ignorance regarding forei;n trade; e.g., the US has no export
tariffs and rarely trades with any country on a barter basis. A
furtner reason for thespproach ie that the Communists probavly have
discovered it is less profitable to export goods destined for US
markets (such as bristles and rurs) via Hong Kong and South China
ports than directly to the US.

THNDCCHTNA

French nosition in Tonkin in dangers The definite possibility
that the French might be forced to evacuate Tonkin was recently re-
vealed by a statement made I by the
commander of the French forces in that area. The French general said that
unless reinforcements arnd supnlies were received soon, French troops
"will be driven into the sea at Haiphong."
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The statement may have been prompted by the extensive military
operations which are now in progress in the Sino-Tonkinese frontier
area, where the French are facing the mosi serious opnosition they
have so far encountered in the Franco-Vietnsmese wtirugeles., An order
to bring badly-needed reinforcements to Tonkin frem Cochinching was
apparently ¢ountermanded by the Commanding General of French forees
in the Far East, who insisted upon maintensnee of the present Ceochin.
china strength at least until Bao Dai's arrival there in late Aperil,

Resunrtion ¢f concerted combat setivity by the Viet Minh may
well indicste both the opening of the general sounteroffensive promlased
by Ho Chi inh in recent broadcasts and the predicted inerease of
2eiivity which was anticipated as part of the anti-Bao Dai campalign.
indications that this campaign may well be successful make the French
General's pessimistic estimate of the situation appear realistie,

STAY

Kach's removal essential to political settlement: Tt ia becoming
apperent that fallure by Premier Phibul to sarry out certain conditions
believed to have been establishad in the eurly March agreement with the
Navy 1s further straining inter-service tensicns, Although the existencs
of a politieal understanding has been denied cansigtently, it 1s believed
that Phibul, under Navy pressure, agreed tuacitly to reorganization of
the government, revisione of the draft constitution and removal of "strong
man" General Kech, Army Deputy C-in-C. In retura, the Navy agreed among
other concessions, to remove the Marine Comuander who had been sctive in
support of the Pridi group. The Navy carried out its part of the under—
standing and thua Phibul'a failure to reciprocate has placed the Navy
C=in-C in an embarr:ssing position with hie subordinates, some of whon
are reported eonsidering support of Pridi's followers in event of another
attempt to overthrow the government.

vhile the full ramifications of the Fhiibul-Kach relstionshlp have
not been clearly determined, Phibul ,although finding his position in-
ereasingly difficult, evidently is unsble tc eliminate General Kueh frea
his influential position in the present regime. Xach was {nstrumental
in smeshing the 26 February coup attempt and in direeting the subsequent
suppressive measures which have ¢ miributed to prowing animosities, 1%
is likely, therefore, that Kach'sm centinued pesition of power, together
with general-dissetisfaction over the recently promilgated "royalistr
constitution; may well precipitate further discrder.

bl
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Batavia discusaiong may ease Indonesian problems A UN Security
Couneil directive sent to the N Commities for Indonesia (UNCFI) Jast
weelk will probably pave the way for a resumption of negotiations on
the Indonesian mwoblem, UNCFI has been dirscted: (1) to submit a
report on the damige te Jogjakarta; and (2) to assist the Dulech and
Republliecons in reaching a warking agreement within the framework of
the 28 Jarwary X Hesclution. n this eainsetion, UNCFI has suggested
that the Dubech and Republisans sach send delepgations to a series of
discussion= to be held in Batavia early in April. The propozed masi-
ings will consider restoration of the Republican Covernment Lo Jogige
arts as well as conditione for the conduet of the proposed Hague
sonference, The Netherlands has already conditionallyv acceplted the
THNCFT davitstlon and nlans to send Van Roljen, who recently represented
the Duteh at Sacurily Council discussions on Indonesia, as chief dele-
gate. Although the Republie has not as yet indicated a willingness to
particinste, there is rsascn to believe that it will accept and will -
gond & strong delzgation after 1t has contacted its scattered leaders,

The direct and irmediate purpose of these meetings will be a
eossation of hostilities and establishment of & time-table for the
tranafer of Netherlands sovereignty to 2 federated Indonesian govern-
. ment. Unless some immediate provision iz made to terminate warfare in
Indonesia, the wonomy of the area will be completely disrupted and
nederats’ elwenm will Jose their tenuous pelitiecal control over the
populisce.
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SECTION II¥, B DIGEST

Far Hartorn Resction to Atlentio Paet

Although remction #o the impending North Atlantic Paoct has been
generally avorable in the non-Communist areas of the Far Bast, the coment
hag had & dlstinet undertone of apprehension tha the defense of Pacific
nations will necessarily suffer neglest as a result of this primarily
'*’.‘ew’barn orientation. One immadiate and widespreed cupgestion for avoiding

2is danper is the establishment of a "Panific Pact™ with o‘b;jeetivezs
soellel to the Viestern alllance,

In Japen, the Vice Hinister of Foreipn Affairs appialed to Austmlm,,
the U5 and other nations of the Pacific and the Far Faet to join Japan in
& Ppoifio defense treabty. The gemi-official Nipron Times, in comment,
suggested that even pusaivae Japanese partloipaticn in sama such arrangement
would serve to check the spread of Communism in Japan,

Presicent Quirino of the FPhilippine Republie, in urging a "Peocific
Paot®, has recomnended that the US take the leadership in establishiag
guch a form of collesiive mecurity. Quirino wants Japan %o bs included in
sny allience so that the former enemy stats could bte carefully observed
and directed im the "righkt" chamels.

Boreats Presidanb Rhee has supported Quirino®s proposal with the |
ghatement that g Pavific allisnce will make any power think twice before
planning avother war,”

In Australia, where apltation for soms sort of an regional defense
arresnent has been intermittent since the snd of Torid War JI, recent
Atiantic Pzob publioity has revived the issue spain. Govermment officials
and the Australian press emrrvently advocate vaeriouz schemes. The most
extensive of these swvisions an alliance stretching from Indis to Chiles
another is desipgned for Scutheast Asian sounbries alows, while a third is
restricted to Commonwealth countries. New Zealsnd has expressed parallel
intersste
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